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The theme of cooperatives in the mass media 
has now become no less popular than those of 
perestroika and glasnost. This is not 
surprising, for cooperatives are an element 
of perestroika that directly reflects the vital 
interests of both consumers and manufac- 
turers. 

The Law on Individual Labour Activity, 
which came into force in May 1987, marked 
the beginning of the cooperative movement in 
the USSR. Before the passage of that legis- 
lation there were no cooperatives here, with 
the exception of consumers’ cooperatives, 
though they had virtually been turned into 
state agencies. By the end of 1987 the USSR 
already had about 14,000 cooperatives em- 
ploying some 155,000 people. By the begin- 
ning of 1989 these figures had gone up to 
77,500 and 1.5 million respectively. In 1988 
cooperatives produced goods and services 
worth over 6 billion roubles, which accounts 
for 0.75 per cent of the USSR’s gross national 
product. But this is just the beginning. 


TWO WAVES 


The revival of the mass cooperative movement in 
the USSR can be compared with rolling waves. The 
first of these raised, among other things, the former 
businessmen of the black-market economy. They 
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jumped at the opportunity to legalize their businesses, 
which were mainly oriented towards extracting quick 
profits. This factor only further alienated those people 
who already viewed the new law as a concession to 
“private enterprise” from the idea of cooperatives. 

Those who were brought into the cooperative 
movement by the second wave that emerged at the 
end of 1987 and gained momentum after the Law on 
Cooperatives which came into force on July 1, 1988 
now suffer from this attitude. Unlike the first wave, 
the second one was largely oriented towards satisfy- 
ing the demands of the population. 

Unfortunately, it is not easy to do away with the 
already existing stereotype. In a telephone poll of 
1,136 Muscovites done in 1988, 13.3 per cent of the 
respondents said that they felt cooperative businesses 
were incompatible with socialism and 63.3 per cent 
said they had never used the services offered by 
cooperatives. 


THE DIFFICULTIES 
OF DEVELOPMENT 


Editorial offices receive a lot of mail from readers 
about cooperatives. The tone of them is changing 
noticeably: the opponents of the cooperative move- 
ment are becoming increasingly categorical, while its 
advocates are expressing more and more alarm. Most 
likely the cooperative movement is entering a com- 
plicated, contradictory and, possibly, decisive period 
of its development. 

“Cooperators are simply money-grabers!” writes 
Boris Karnushevsky from Simferopol. 

“As soon as the so-called ‘cooperatives’ appeared 
in this country, we started having shortages of every- 
thing,” agrees Lyudmila Bernatskaya from Grodno. 

“Will we be able to carry out the economic reform 





> ee 


simply by getting rid of the bureaucrats in the upper 
echelons? Will we be able to succeed without giving 
grass-root economic bodies the freedom vaccine? 
No,” argue Moscow students Tatyana Sannikova, 
Viktor Lopukhov, Tamara Bartneva, Vladimir Golovko 
and Vasily Kukhto. ‘Cooperatives can still be used as 
such a vaccine.” 

In other words, while some people are against 
cooperatives, others view them as a way to revitalize 
the whole economy, for cooperatives are demonstrat- 
ing considerable enterprise, functioning according to 
the democratic principles of self-government and 
showing an ability to react quickly to the market 
situation. Supplementing state-owned enterprises 
and sometimes competing with them, they are help- 
ing to satisfy the growing material and spiritual needs 
of the Soviet people. In his report to the 19th Party 
Conference,* Mikhail Gorbachev called the develop- 
ment of the cooperative movement one of the car- 
dinal directions of the radical economic reform. 

When the draft Law on Cooperatives was pub- 
lished it became a subject of a general and heated 
debate. The mass media was publishing numerous 
mutually exclusive proposals and amendments. 

“Although unusual,” wrote the newspaper 7rud** 
in May 1988, “it was a fact that the previously 
monotonous course of the meetings of the USSR 
Supreme Soviet, which were interrupted by nothing 
except applause, had suddenly become agitated... 
with polemics, deviating from the schedule and pro- 
ducing decisions agreed upon in a democratic way... 
The voting on the draft Law on Cooperatives had to 
be postponed, because during the debate the del- 


* The 19th Party Conference was held on June 28— July 1, 
1988 

** Trud is an organ of the All-Union Central Council of Trade 
Unions and has a circulation of 19.9 million copies 
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egates proposed serious amendments which were 
then passed over to standing commissions. However, 
there a new debate began among the deputies. The 
different opinions were agreed upon and presented to 
the session, which passed the Law.” 

The deputies agreed that the new tax on the in- 
comes of the members of cooperatives introduced by 
decree on April 1, 1988 had not been sufficiently 
thought-out by the financial bodies. The Presidium of 
the USSR Supreme Soviet decided that it would not 
be expedient to suggest that the Decree on taxation 
be approved by the session—an unprecedented de- 
velopment! The next development was equally un- 
precedented. On July 13, 1988 the Presidium of the 
USSR Council of Ministers discussed the draft of the 
law for cooperatives and rejected it. Scholars, experts 
and chairpersons of cooperatives had taken part in 
the discussion. The mapping out of the new draft was 
entrusted to the appropriate state bodies, who 
worked together with scholars and members of 
cooperatives. Because of all this, the above- 
mentioned decree on taxes on the incomes of cooper- 
atives and their members was suspended on July 29, 
1988. 

The deputies insisted that the USSR Ministry of 
Finance must find the resources to provide coopera- 
tive members who were collective farmers with pen- 
sion rights equal to those enjoyed by workers and 
employees, and had a special article included in the 
Law. Moreover, the statement of the USSR Supreme 
Soviet bringing the Law on Cooperatives into force 
removed the injustice in retirement pensions where 
a man could work for 24 years and a woman for 
19 years as a member of a collective farm and again 
as much at a state enterprise and still not be entitled 
to a pension. From now on both these work 
records would be taken into account and counted 
together. 
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With the new law, people of working age were 
allowed to engage in cooperative activity as their 
main form of employment. The work record of 
cooperative members was protected, an important 
factor, as pensions are determined by the length of 
uninterrupted employment at a single place of work, 
as well as their right to buy vouchers for holiday 
centres through their respective trade unions and to 
receive paid compensation in the event of illness. The 
Election Law passed in late 1988 granted cooperative 
organizations an equal status with such powerful 
socio-political institutes as the Communist Party and 
trade unions. All these organizations have the same 
quotas in the USSR Congress of People’s Deputies, 
or 100 seats each. 

The Law on Cooperatives came into force on July 
1, 1988. The members of cooperatives were thus 
given a powerful legal means to help them overcome 
various bureaucratic barriers. This was essential, for 
cooperatives had encountered serious difficulties. 
As of the beginning of 1988, one out of ten of them 
had been denied registration. Out of the over 
3,000 cooperatives officially registered in Moscow 
only slightly more than 1,000 were actually 
functioning. 

The explanation for this situation was simple: too 
much had been left to the discretion and arbitrariness 
of individual officials. The Law on Cooperatives 
changed that. According to its eleventh article, “the 
forming of a cooperative is not determined by any 
special permission of Soviet, economic or other 
bodies.’’ All a cooperative has to do is register its rules 
with the executive committee of the local Soviet. 

If a cooperative is set up at a state-owned enter- 
prise, the latter must also agree in order for the 
cooperative to become officially registered. The ex- 
ecutive committee must reach a decision within one 
month after the rules of the proposed cooperative 
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have been submitted for registration. A violation of 
this is considered a breach of the law, and the 
cooperative then has the right to complain to a higher 
executive committee, the Council of Ministers of an 
autonomous republic or a union republic. 


What is most important is that an end has been put 
to all kinds of bureaucratic obstacles, making cooper- 
atives dependent on the “discretion of the local 
bodies” and their arbitrary interpretation of what is 
allowed and what is not. According to Article 11, a 
cooperative may be denied the right to register its 
rules only if they are in conflict with operating legis- 
lation. The cooperative also has the right to appeal 
this denial to a higher executive committee or to 
court. 


Some may say that it is easy to find some depart- 
mental act, instructions, regulations, etc. with which 
the rules of the cooperative clash. In this context, 
Article 2 is essential. Although not initially in the draft 
law, a stipulation was included in the final text of the 
Law on Cooperatives on the demand of the deputies 
of the USSR Supreme Soviet, which reads: “The 
relations linked with the formation and activity of 
cooperatives are regulated by the present Law and 
other legislative acts issued in accordance with it.” 


In other words, Article 2 rules out the issuing of 
departmental instructions limiting the operation of the 
Law or contradicting it. 


Any official or group of officials, when considering 
an application to register the rules of a cooperative, 
that are guided by departmental or other regulatory 
acts, such as statements, instructions, etc., contradic- 
ting the Law on Cooperatives, are themselves violat- 
ing the law. 

The laws on individual labour activity and the pro- 
cedure of taking a court appeal against the 
illegal actions of officials limit this right to acts of 
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individual officials. The Law on Cooperatives, how- 
ever, also gives their members the right to appeal the 
decisions of collective bodies, such as, for instance, 
the commissions of executive committees. 


EVERYTHING THAT IS NOT 
PROHIBITED IS ALLOWED 


A debate is currently under way about what kind of 
activities cooperatives should or should not be al- 
lowed to engage in. Article 3 of the Law on 
Cooperatives states that cooperatives are allowed to 
engage in any kind of activity unless it is prohibited 
by law. 

The importance and timeliness of this norm can be 
illustrated by the example of legal services. Given that 
there is one lawyer per 13,000 of the population in 
the USSR, it is not surprising that that profession is 
not always able to cope with the demand for legal 
services. 

It will not be long before there will be so many self- 
employed individuals, so many cooperatives that 
these spheres of employment will become a standard 
phenomenon instead of a novelty. Soon, also, lawyers 
will be allowed to participate in criminal proceedings 
starting from the moment charges are pressed. The 
shortage of available legal counselling will undoub- 
tedly grow a number of times as a result. It would 
seem that the time has come to address the issue of 
setting up a cooperative offering legal services. At the 
same time, all suggestions to allow “private legal 
practice’ or cooperative law firms run up against 
criticism from lawyers themselves. They put forward 
various arguments, such as, for instance, that ‘trade 
in justice”, should not be restored, for legal services 
are not the same as kebabs or fashions, or that 
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cooperative law firms will attract non-professionals or 
lawyers who have been fired from positions they held 
with the courts, the police or the procurator’s office. 
Although these fears may not be totally without 
grounds, they are not legitimate as regards the prin- 
ciple of the matter, for surely regulations can be 
adopted to rule out the possibility of such things 
happening. 

The executive committee of the Moscow City 
Soviet, having allowed a cooperative law firm to 
be set up, was subjected to some rather severe and 
unfair criticism. Accusations were made that this 
decision had not been motivated by a desire to meet 
the needs of Moscow’s population in legal counsel- 
ling, but by a desire to report that a large number of 
cooperatives had been opened and that the plan for 
the development of services was being met. A number 
of lawyers called the publications supporting the idea 
of setting up such cooperatives “much ado about 
nothing.” 

Meanwhile the Presidium of the USSR Supreme 
Soviet officially drew the attention of the USSR 
Ministry of Justice to the unsatisfied demand for legal 
aid back in July, 1987. Why such a negative attitude 
to the idea of cooperatives working in this sphere? | 
cannot agree with those who say that this situation 
can be explained by the fact that the established law 
profession is afraid of losing its monopoly, which 
enables it to charge high rates for services that are not 
always of reliable quality. It is true, however, that 
some competition might help to cure some of the 
shortcomings in the work of defence lawyers. The 
opinions expressed during the debate on this issue 
were taken into consideration when discussing the 
Law on Cooperatives and, as a result, a special note 
was included in the Law on the setting up of cooper- 
atives offering legal services. 

As for the competition that cooperatives might 
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offer, lawyers were not the only ones who were 
scared by it. It seems that state-owned taxi garages, 
beauty parlours, shops repairing audio and video 
equipment, or, in other words, all kinds of services 
were not enchanted by the idea of competing with 
cooperatives. Even in areas where it would seem no 
one should have been upset by the entrance of 
cooperatives, there have been problems. 

In the town of Vladimir, for instance, an enterpris- 
ing cooperative called “Information Centre”, offering 
the local population some 15 kinds of services, from 
apartment exchange to cleaning and job placement, 
evoked a certain amount of enmity. The cooperati- 
ve was seen as a rival offering the same services as 
state-run organizations, only better and less expens- 
ive. Does the “Information Centre” in Vladimir 
have the right to engage in such activities? It does 
now, according to Article 3 of the Law on Coope- 
ratives. 

In December 1988, the USSR Council of Ministers 
issued a statement accompanied by two supplements 
regulating the sphere of cooperatives’ activity. For 
instance, cooperatives may not manufacture or sell 
weapons or items made of precious metals, produce 
alcoholic beverages or engage in foreign currency 
Operations, i.e., areas that the government thinks 
should remain a monopoly of the state. Limits were 
also imposed on cooperative activity in the spheres of 
medical care, publishing and education. 

Commenting on this governmental act, Igor 
Prostyakov, deputy chairman of the Bureau of the 
USSR Council of Ministers on Social Issues, said that 
the statement in question was a natural and necessary 
addition to the Law on Cooperatives, one of whose 
articles said that cooperatives could engage in any 
activity that was not forbidden. Since there had been 
no list of activities in which cooperatives could not 
operate, it was necessary to draw one up. 
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MORE RIGHTS FOR THE 
BENEFIT OF THE CAUSE 


The Law on Cooperatives gives such enterprises 
broad rights in the sphere of production. For instance, 
Article 10 states that cooperatives may join their 
resources with the resources of all enterprises and 
organizations, engage in joint projects, including 
those connected with the reconstruction, the tech- 
nical equipment of production facilities and the im- 
provement of the quality of production, and may 
create facilities spanning economic branches, along 
with repair, construction and other enterprises and 
organizations. 

Cooperatives may have organizational divisions, 
including those situated in other cities. They also 
have the right to lease or even buy enterprises that 
were operating at a loss. When selling or leasing an 
unprofitable enterprise to a cooperative, the main 
consideration should be the economic benefit, not the 
fear that ‘this can lead too far’’. That this practice 
pays can be illustrated by the following example. 

In the town of Kaliningrad near Moscow an auto- 
mobile repair shop employing 20 mechanics and 
having diagnostic and other equipment was made 
into a cooperative. Since spare parts cost the same for 
a cooperative as for a state-owned automobile repair 
shop, the earnings of the cooperative’s members de- 
pended solely on their labour input. It became sense- 
less to try and replace a whole unit in order to reach 
“volume indices’, as happens at state-owned auto- 
mobile repair shops, for it was now more profitable to 
repair it, and also better for the client. The situation 
when a client can choose between state-employed, 
cooperative-employed and self-employed mechanics 
is a direct way to eliminate the deficit in car-repair 
services. 
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QUALITY AND 
COMPETITIVENESS 


A lot of attention in the USSR is being paid to 
improving the quality of goods. Soviet goods, prod- 
ucts and services must become competitive. This 
requirement fully applies to cooperatives as well. In 
addition, consumers’ interests have until recently 
been without sufficient legal protection. In cases of 
apartment repair or construction of a summer house, a 
client has a contract with a builder, which serves to 
protect the consumer. But what happens if someone 
has purchased an expensive piece of clothing made 
by a cooperative and then discovers that it has a 
hidden defect? Who does he compain to? The Law on 
Cooperatives strictly protects the interests of con- 
sumers. According to Article 26, the produce of 
cooperatives must be labelled and have an officially 
registered trade mark, with the exception of special 
cases as listed in the USSR legislation. So with the 
seller or manufacturer known, a customer can, as 
stipulated by Article 246 of the Civil Code of the 
RSFSR and the respective articles of the civil codes of 
other republics, exchange a product of unsatisfactory 
quality, or return it and get a full refund, have the 
purchase price lowered, or have the product in ques- 
tion repaired or be reimbursed for such repairs. 


WHY SUCH HIGH PRICES? 


The high prices often charged by cooperatives are a 
source of many complaints. Some people say that only 
millionaires or crooks can afford them, or that prices 
set arbitrarily will lead to illegally gained or unearned 
income, or that the state sector will be forced to raise 
prices as well. There have also been calls for the state 
to institute strict control over cooperative prices. The 
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USSR 2,353 27,744 
RSFSR 1,090 15,020 
Ukrainian SSR 510 5,345 
Byelorussian SSR 116 1,195 
Uzbek SSR 56 1,117 
Kazakh SSR 196 1,557 
Georgian SSR 35 222 
Azerbaijan SSR 40 266 
Lithuanian SSR 70 449 
Moldavian SSR 40 629 
Latvian SSR 32 384 
Kirghiz SSR 40 362 
Tajik SSR 39 198 
Armenian SSR 22 643 
Turkmen SSR 26 14 
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prices in cooperative cafes, restaurants and other 
public catering facilities are causing especially many 
objections. 

There is no denying that sometimes cooperative 
prices are astronomical and do not always correspond 
to labour input. For instance, Moscow’s cooperative 
33" started selling state-produced beer at high 
cooperative prices. In Vladivostok a state- produced 
ice-cream cone cost 20 kopecks, while cooperatives 
were selling it for as much as 1.5 roubles. Therefore it 
is not surprising that not only individuals, but also 
law-enforcement bodies often think of terms of 
administrative-ban methods, saying that prices ex- 
ceeding state ones should be prohibited and that the 
upper level of prices should be limited. But such 
measures have long shown their ineffectiveness. 

A document adopted on August 31, 1988 by the 
USSR State Committee on Prices, USSR Ministry of 
Trade and the All-Union Central Council of Trade 
Unions states that cooperatives may charge no more 
than 10 per cent extra per bottle of beer or soft drinks. 

The prices on dishes or prepared foods made of 
ingredients purchased wholesale from the state or 
through the retail trade network at state prices are set 
depending on the cost of the purchased ingredients 
together with a surcharge that may not exceed that 
established by the state for public catering facilities of 
the highest category in the given union republic. 

The above measures are in apparent contradiction 
with Article 19 of the Law on Cooperatives, which 
states unequivocally that prices are to be set by 
cooperatives independently or on agreement with 
consumers. These limitations, however, refer only to 
the prices for food and beverages which, although 
sold by cooperatives, are state-produced or have 
been made from state- produced ingredients. 

The competition between cooperatives, between 
cooperatives and self-employed individuals and be- 


18 





tween cooperatives and state enterprises is bound to 
lead to a lowering of prices. Proof of this is provided 
by the experience of a Leningrad cooperative named 
“Uskoreniye” (acceleration). Within a short period of 
time after it went into business the prices on meat at 
Gatchina market went down. Previously, individual 
farmers were selling pork at 7-8 roubles a kilo. Now 
they are charging only 4. Their competition with the 
cooperative was short-lived. In the beginning of the 
year the farmers were forced to lower the price to 5-7 
roubles, but later were finally forced to sell the pork to 
the cooperative. This turned out to be quite profitable, 
since ‘““Uskoreniye” offered them 3.25 roubles a kilo 
and relieved them of the necessity to stand for hours 
selling their meat, to butcher the carcass and to pay 
for a place at the market and refrigerators. It turned 
out that so many farmers wanted to sell their pork to 
the cooperative that it had to start a waiting list. A 
schedule was worked out based on customer demand 
for fresh, not frozen pork. The cooperative offers only 
high quality pork: lean fillet costs 4 roubles a kilo; 
bacon, 3.60; and fat, 2 roubles a kilo. There have been 
other cases such as this as well. 

The sales of cooperative goods or services to state 
organizations are regulated by Article 19 of the Law 
on Cooperatives. When fulfilling a state order or 
manufacturing products from raw materials supplied 
by the state, the prices are centrally set, with the state 
exercising contro! over them. It should be remem- 
bered, however, that in this case expenses are lower 
as well. 

But why is it that some cooperatives insist on 
charging high prices? 

There are a number of both subjective and objective 
reasons for this. 

Presently, determining the efficiency of state en- 
terprises is often done on the basis of the volume of 
their production or completed jobs estimated in phy- 
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sical terms or monetarily. Therefore, it is more pro- 
fitable to make a big batch of expensive coats, or to 
wash tons of laundry (say, for hospitals or sana- 
toriums). Similarly, waxing floors becomes worth it 
when commissioned by a big office having thousands 
of square meters. Meanwhile, the needs of individual 
people, such as for having a summer house built, a 
weekly load of laundry done or a few windows 
washed, get ignored. 

Cooperatives are expected to fill in this gap, to 
satisfy certain needs of the population, and they can 
do it well. 

The problem is that cooperatives become monopo- 
lists and are able to dictate their prices to customers. 

The law of supply and demands still works against 
the customers and thus all sorts of people looking to 
make a quick and easy profit are attracted to the 
cooperative sphere. In Moscow, for instance, in 1988 
the profit margin in most cooperative cafeterias and 
cafes was some 300 per cent above production costs. 

On the other hand, cooperatives must pay higher 
prices for the materials they purchase from the state. 
The surcharge for leather is 700 per cent —the high- 
est there is. No wonder cooperative-made shoes and 
boots are expensive! Brick, wood, reinforced con- 
crete, that is, all building materials, are sold to 
cooperatives at higher prices. For instance, cooperat- 
ives have to pay 70,000 roubles for a “KamAZ”’ truck, 
while the price for state organizations is 27,000 
roubles. 


HOW TO LOWER PRICES 


Taras Avdeyenko, a research fellow with the 
Department of General Social Problems, Distribution 
Relations and Revenues of the Research Institute of 
Economics at the USSR State Planning Committee, 
thinks that the country needs as many cooperatives as 
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possible working in different areas. Once they fill the 
market with goods and services the prices will drop. 

“There are a few obstacles standing in the way of 
accomplishing this quickly,” Avdeyenko says. ‘One 
of them is the bureaucratic apparatus. It takes too 
long to register a cooperative. Officials view the 
members of cooperatives as potential swindlers. As a 
result of overcautious officials, almost all cooperatives 
have a monopoly in their field.” 

Moreover, when a cooperative cafe or restaurant 
has been caught violating some rule, including finan- 
cial ones, it is often closed down. Experts think that a 
tough system of fines should be elaborated instead. 
The unscrupulousness of some members of cooperat- 
ives must be fought with economic methods rather 
than administrative ones. The situation should be 
such, experts say, that it will not pay to break the 
regulations. Cooperatives, however, should not be 
closed, for the fewer there are the higher the prices. 

But what about in the event of price-fixing? It is no 
secret that individuals selling their products at private 
markets do so at prices no lower than those set by the 
other tradesmen there, despite the fact that the selling 
would go much faster if prices were slightly reduced. 
The tradesmen agree to keep the prices high. 

Obviously, cooperatives could do the same thing. 
What then? 

The experience of other countries where such prob- 
lems are solved with the help of legislation, including 
anti-trust and anti-monopoly legislation, could be 
useful here as well, for the USSR needs similar laws. 
Consumers’ unions and societies are also becoming a 
form of protection against such practices. These or- 
ganizations put out their own journals, publish in- 
formation about poor-quality products and help con- 
sumers with legal assistance in product-complaint 
cases. 

Finally, there is the above-mentioned problem of 
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providing cooperatives with affordable raw materials 
and equipment. Most experts agree that cooperatives 
must have the same status as state-owned enterprises 
Operating on cost-accounting principles. Both should 
have the freedom to enter maximally beneficial con- 
tractual agreements as they see fit and should be 
treated equally in the spheres of price formation, 
taxation and supplies. There is no doubt that the 
situation will be improved by the introduction of 
wholesale trade of the means of production and raw 
materials. The government expects such wholesale 
trade to reach a volume worth 115 billion roubles in 
1989 and over 200 billion roubles in 1990 (on the 
basis of an estimated annual gross national product of 
866 billion roubles). 


TAXATION: FOR OR AGAINST 
COOPERATIVES? 


Taxation is an instrument which can be used to 
encourage the cooperative movement or to nip it in 
the bud. Unfortunately, the conservative view on this 
issue has prevailed until recently. 

The public has a negative attitude to the high 
incomes of some members of cooperatives. Some 
people still like to count the money in somebody 
else's pocket, while not working hard themselves. The 
main slogan put forward by such people is ‘‘We don't 
need rich people here!’’ The results of a public 
opinion poll held in 1988 among the readers of the 
newspaper /zvestia* were typical: 30 per cent of the 
respondents thought that cooperatives should be 
closed down, the majority felt that the incomes of 
cooperatives were too high, 71 per cent supported 


* Izvestia Narodnykh Deputatov SSSR is a daily with a circu- 
lation of 10.2 million copies 
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the idea of introducing a progressive income tax, and 
only 11 per cent said that the existing tax rates should 
be kept intact. 

These sentiments were reflected in the decision of 
the USSR Ministry of Finance to sharply raise taxes 
On cooperatives, as envisaged by the earlier- 
mentioned Decree of March 14, 1988. Academician 
Vladimir Tikhonov from the All-Union Academy of 
Agricultural Sciences gave an emotional assessment 
of this decree: ‘“A mayor, whose story was told by 
Mikhail Saltykov-Shchedrin,*... when placed in com- 
mand of a campaign against tax dodgers... burnt 
down thirty-three villages and ‘with the help of these 
measures charged 2.5 roubles worth of back taxes’. 
Some, it seems, are still jealous of his fame.” 

Victor Korchagin, the chairman of the cooperative 
Phoenix’, gives his reaction to the decree on taxes: 
“We were in a state of shock. It is hard to say what 
was more shocking, the content of the decree, which, 
in fact, placed obstacles to the development of 
cooperatives, or that it had been drafted so much 
behind-the-scenes. | spoke with many chairmen of 
cooperatives and asked them what they were going to 
do. Some said they would sharply cut down on 
production. Others thought they would have to close 
down completely.” 

The Law on Cooperatives (Article 21) stipulates 
that “the system of taxation must envisage a dif- 
ferentiated approach to formulating taxes depending 
on the type of the cooperative’s activity and its 
goals”. In other words, the system of taxation must 
ensure the realization of the principle of social justice. 
The taxation system should not, for instance, put 
those who sell kebabs, which is often prepared from 
meat bought from state-owned stores, and construc- 
tion cooperatives on the same level, for the latter may 


* Mikhail Saltykov-Shchedrin (1826-1889)—Russian writer, sa- 
tirist and journalist 
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have reached a higher level of labor efficiency than 
state construction companies, but lose this earned 
advantage through higher tax rates. 

The USSR Supreme Soviet assigned the Council of 
Ministers with the task of drawing up concrete pro- 
posals on the issue of taxes taking into consideration 
the opinions of all parties involved. The government 
formed a special commission for this purpose. In the 
meantime, it has been decided to tax the earnings of 
the members of cooperatives the same way as the 
earnings of workers and employees of state organiz- 
ations, i.e., from 8 to 13 per cent. 

It is hard to say, what the final version of the tax 
system will be like. Various proposals have been 
made, including to lower the maximum progressive 
tax rate on individual incomes from 90 to 50 per cent 
and to charge cooperatives 2-3 per cent tax in the first 
year, 3-5 per cent in the second year and 10 per cent 
every next year. 

“At the same time,”’ says Mark Masarsky, the chair- 
man of the cooperative ‘‘Volkhov”, ‘‘the new pro- 
posals, while demonstrating an aspiration for social 
justice, are not free from the spirit of income levelling 
and the fear that members of cooperatives will get 
rich dishonestly. All this must be left behind.” 


THE NEW IS THE OLD WHICH 
HAS BEEN FORGOTTEN 


Naturally, it is impossible to cover all questions that 
arise in connection with the Law on Cooperatives, 
but nevertheless it must be stressed as one of its most 
important aspects that its general direction is aimed at 
protecting the new movement. Although the USSR 
did have a rather well-developed network of cooper- 
atives in the 1920s, it was so long ago and has been 
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so thoroughly forgotten that we now must virtually 
start anew. 

The purpose is to decrease the number of check- 
ups on the part of the state which often disrupt the 
normal work of all organizations, including state- 
owned ones. Article 32 of the Law on Cooperatives 
stipulates that such check-ups must not disrupt the 
normal rhythm or schedule of the cooperatives’ work. 

Well, and what if it does get disrupted? Article 10 
of the Law states that “the losses suffered by a 
cooperative as a result of fulfilling instructions issued 
by state or cooperative bodies that violate the rights 
of the cooperative or as a result of the improper 
fulfillment of their duties to the cooperative by the 
cooperative bodies, shall be reimbursed by these 
bodies’. This stipulation also refers to all other cases 
of inflicted losses unless otherwise specified by the 
law. Any disputes arising from this issue are to be 
settled in court. 

A cooperative may appeal to State Arbitration*® and 
demand that the actions causing the cooperative to 
suffer losses be pronounced fully or partially null and 
void. 

Previously, decisions suspending the work of 
cooperatives were a frequent occurrence. Presently, 
according to Article 9, this can only be done if the 
cooperative violates the regulations on the use of 
natural resources. 

A cooperative can also be closed down if it is 
operating at a loss, goes bankrupt or is guilty of 
repeated and gross violations. Of course, it can still 
happen that a bureaucratic official will come up with 
various decisions “suspending” the work of a cooper- 
ative, “regulating” its activity, etc. 


* State Arbitration is a single system of bodies for settling 
economic disputes between enterprises, institutions and 
organizations 
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Such zealous officials should be reminded, how- 
ever, that in keeping with the Law on Cooperatives 
they might have to pay for any losses thus entailed 
themselves. Article 219 of the Civil Code of the 
RSFSR considers as losses not only any expenses 
that may be involved as a result of such interference, 
but the profit that was lost. The cooperative must be 
fully compensated for these losses by those organiz- 
ations whose officials have caused the damage. 


HOPE FOR THE FUTURE 


If a tree keeps growing despite the hot sun and 
scarce rainfall, it means that it was planted on good 
soil. From this point of view, it can be stated that 
despite numerous bureaucratic and psychological ob- 
stacles, the future of cooperative movement in the 
USSR looks hopeful. 

Some experts expect the proportion of cooperatives 
in the production of goods and services to reach 10- 
12 per cent in the next 10 years. According to an 
estimate by the Research Institute of Economics of 
the USSR State Planning Committee, by 2005, this 
figure may go up to 15-18 per cent. At the same time, 
some spheres, such as public catering, barber and 
hairdressing services and the production of consumer 
goods for individual consumption may become fully 
taken over by cooperatives. 


SPHERES OF INTEREST 


Statistics show that the main sphere of cooperative 
activity is the services. As of January 1, 1989, 30.6 
per cent of cooperatives in the USSR were engaged 
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in supplying services. The production of consumer 
goods in high demand takes second place, involving 
20.8 per cent of cooperatives. Some 10 per cent work 
in the sphere of public catering. The amount of 
products and services sold in 1988 is as follows: 
consumer goods, 1.5 billion roubles and public cater- 
ing, 1.3 billion roubles. Compared to 1987, these 
indices rose by 17 and 19 times respectively. 

Of course, there are also difficulties. Sometimes 
cooperatives do not just supplement existing state 
organizations, but take the place of them. This, for 
instance, happens in the sphere of public catering. 
The ministry in charge of this sphere has nothing 
against the entrance of cooperatives, provided that 
cooperative cafes, restaurants, snack bars, etc. serve 4 
merely to supplement the state-owned ones. In the 
Russian Federation the number of seats in state- 
owned public catering facilities is half of what it 
should be, and in Moscow it is just 62.4 per cent of 
the norm. Cooperatives can bridge this gap. However, 
in the resorts of Krasnodar Region one out of four 
cooperative cafes replaced a previously existing state- 
owned one. In other towns of the same region the 
| figure is 65 per cent. In Moscow, as well, out of 125 
cooperative public catering facilities, 71 replaced 
state-owned ones. 

The position of cooperatives is understandable: it is 
much easier to remodel premises designed for the 
same purpose than to start from scratch. The logic of 
the local authorities is also clear: they prefer to lease 
an unprofitable facility to a cooperative and receive 
rent and a percentage of its revenues without going 
to any trouble. 

Efforts are now being made to encourage cooperat- 
ives to enter the areas of construction sphere and the 
processing of recycled materials. 

The USSR State Committee on Supplies will lease 
or give cooperatives specializing in the recycling of 
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materials their basic assets. Anything else they need 
must be purchased through the wholesale trade net- 
work. These cooperatives will also be granted loans 
on easy terms, which will act as a further stimulus. In 
Moscow alone there are, for example, dozens of 
thousands of tons of textile waste, of which only a 
small part is used as cleaning rags at industrial en- 
terprises. The rest is thrown away. Meanwhile, the 
waste could be used to make many kinds of necessary 
items. Cooperatives producing consumer goods out 
of recycled materials are successfully operating in 
Baku, Yerevan, Kursk, etc. 

Construction cooperatives are doing better, too. A 
good example was set by the “Volkhov’’ cooperative 
in Novgorod, which specializes in building roads in 
remote areas of Novgorod Region. ‘‘Volkhov” suc- 
cessfully competes with the local road building firms 
and forces them to work better. The cooperative was 
commissioned to build 350 kilometres of roads, 
which it did quickly and at state prices. Its 700 
workers are paid 3-4 times the average salary in the 
country. 


TO THE WORLD MARKET 


Western companies interested in economic cooper- 
ation with the USSR are establishing contacts with a 
new category of business partners—cooperatives. The 
number of cooperatives is growing and they are 
actively seeking foreign economic contacts. 
Cooperatives are now allowed to engage in inter- 
national transactions. Previously, consumer's cooper- 
atives had to conduct such transactions almost ex- 
clusively through its foreign trade association 
“Soyuzcoopvneshtorg”. The services of some 
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cooperatives were subcontracted by ‘“‘Intourist’’* 
within the USSR. 

The Law on Cooperatives gave production cooper- 
atives and their unions access to the foreign market. 
Some of them, licenced by the State Foreign 
Economic Commission,** engage in direct tran- 
sactions with foreign partners. The Moscow cooper- 
ative ““‘Linkon”, staffed with former Soviet UN em- 
ployees and offering translating and business ser- 
vices, is one of these. Other cooperatives still operate 
through specialized foreign trade organizations, 
including foreign trade firms attached to the 
city Soviets of People’s Deputies in Moscow and 
Leningrad. 

In the beginning of December 1988 another im- 
portant democratic step was made in the develop- 
ment of the cooperative movement. As of April 1, 
1989, a statement issued by the USSR Council of 
Ministers granted import-export rights to all produc- 
tion cooperatives having products to sell on the 
foreign market. 

It was stated that cooperatives may export any 
products which they produce or process themselves. 
There are no limitations on this kind of exports, 
except for goods which belong to the category of 
national importance and can be exported only pro- 
vided there is a special license. In order to encourage 
exports, the cooperative is allowed to keep part of its 
foreign currency revenues, usually 70 per cent. The 
other part is bought from the cooperative by the state 
at, in the case with freely convertible currency, a 
premium exchange rate with an additional 100 per 
cent payment. Cooperatives set up through local 
administration bodies may have different systems of 
dividing up foreign currency revenues, but the 


* “Intourist” is the State Committee on Tourism 
** A body attached to the USSR Council of Ministers —Ed. 
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cooperatives keep no less than 40 per cent of them no 
matter what. 

The cooperative may use this foreign currency, as 
well as any loans it receives, to import any goods 
except those whose import into the USSR is pro- 
hibited. Soviet banks grant foreign currency loans to 
cooperatives on the same terms as to state organiz- 
ations. In addition, starting in 1989 cooperatives are 
able to sell or buy foreign currency at auctions or- 
ganized by Vnesheconombank of the USSR. 
Cooperatives and their unions may also buy insurance 
against commercial risks on the foreign market. 
Cooperatives and their unions may also take part in all 
foreign trade exhibitions and fairs organized by the 
USSR Chamber of Commerce and Industry. 

Finally, cooperatives can become partners with 
foreign companies in joint ventures both in the USSR 
and abroad. Naturally, cooperatives do not yet have 
much international business experience. Some of 
them may not be successful. Therefore, foreign com- 
panies should probably be careful when choosing a 
partner. The USSR Chamber of Commerce and 
Industry, regional unions of cooperatives and cooper- 
ative banks which know their clients’ reputation offer 
consultation services. 

The main thing is that the door to business contacts 
with Soviet cooperatives is open, and there are many 
which are ready to do business on the foreign market. 


COOPERATIVES ARE HERE 
TO STAY 


The Law on Cooperatives is not the climax of the 
cooperative movement, but a beginning towards 
creating a powerful sector of the socialist economy 
enjoying equal rights with the state sector. Although 
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it is hard to say how soon the problems faced by the 
cooperative movement will be solved, one thing is 
clear: the Law on Cooperatives will be instrumental in 
their solution. 

Cooperatives are not just another campaign. Like 
perestroika, they are here to stay. 
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What is the essence of 
the laws that are being 
passed and enforced in 
the period of 
perestroika? What is 
their contribution to 
the restructuring of 
Soviet society and 
what bureaucratic 
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obstacles stand in 
their way? 

the Novosti Press 
Agency Publishing 
House will introduce 
readers to legislation 
that is turning into 
practice what was 
formerly just words. 





The series includes: 

“Individual Labour Activity: Pro and Con’, discusses the 
Law on Individual Labour Activity; 

“Against Bureaucracy, the Domestic Enemy”, is about a 
law stipulating that all major questions of the USSR’s life 
undergo a nationwide discussion, and a law giving citizens the 
right to appeal through the courts the unlawful actions of 
officials; 

“Joint Ventures: Mutual Profit’, describes the regulations 
for establishing joint ventures in the USSR between Soviet 
organizations and companies of capitalist and developing 
countries and the rules governing their operation. 





